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GOVERNMENT EXPENDITURES: REVIEW PROCESS 


INTRODUCTION 


On 26 April 1993, the federal government tabled a budget in the House of 
Commons. The Minister of Finance, Mr. Mazankowski, announced that the deficit for 1992-93 
totalled $35.5 billion, some $1.1 billion more than estimated in December 1992. Net public 
debt climbed to $458.8 billion, or 66.7% of Gross Domestic Product. 

This announcement did nothing to calm public concern about the state of public 
finances. On the contrary, the feeling mounted that the government might have lost control. 
For years, taxpayers have been hearing that it is time for belt-tightening and living within their 
means. Now taxpayers want the government to stop picking their pockets and to take action in 
other ways to achieve deficit reduction. 

The object of this paper is to explain the role of government in expenditure 
management. In the first of three sections, we analyze federal government expenditures in 
recent years. It is important to understand the composition of expenditures in order to see the 
impacts reductions would have. In a second section, we shall look at the process of 
consideration of expenditures by Parliament. We shall ask who participates in this process, and 
how it guarantees that public funds are properly spent. Finally, we shall deal with efforts to 


reduce expenditures both in Canada and in other countries. 


A. Federal Expenditures 


To limit the scope of our analysis, we will look at government expenditures since 
1982, that is, over a ten-year period. Tables 1, 2, 3 and 4 show respectively government 
expenditures in real terms, annual change in real expenditures, the ratio of each component to 


GDP, and their shares of total expenditures. 


‘quaurelpeg Jo Aresqry] “yoursg yoseasay pue 76-166] ‘slUNOsoY oIIqng :a9I1N0S 


BEE PU | SCO-Ce!l | LSC Core SOE STT Te c6L bITa cee titi SIS‘III | 868°60I | O86‘IOI LEE‘98 IVLOL 


I7S‘€€ S68°bE £67 E£ 898‘8Z S8r°97 19p‘Sz Ipp‘sz CES CL 88681 S6I‘LI sadieyo iqap o11qng 


£66'€1 8PL‘rl I8€‘rl 16L‘7I L6E‘bI 6I7'E1 Chl ‘el 060°€1 SLI‘€l 198°7I salouade pue sjuouniedap Jaqjo [|V 
106°8 £L8°8 C1e'6 180°6 6S£°6 160°6 169°8 pps 998°L £sp'9 eotajed [euoneN 


VOS CO | IZSEC A PO9'ECe | TLS LC. | SSLET | 60€°Ce CCS Ce ces AC Ip0'lZ bIe'él sainyipuadxe yeyides pue Sunesadg 
OI'b 108° 6£S'P 910°S O€b'b [So's 608" 96S°9 09b'S LOb'S sainy!puadxa suoneiodi09 umo1D 
L677 VOE OF | 978 TI 1 919°C) "| OL9E! | ZIEZI L8S‘t1_ | 820°Pl 69S°7I 858'8 suautked Jaysues) 919 


OL8‘I 606'1 L97‘Z LLC 8LL‘I S6E‘l S7L‘I €ss‘l 067'1 p71 ‘I JaI10 
IpL‘l LeSel 8S8‘I 8E6'T 9b0°T CUlec ELC LLC 691 ‘7 7581 . woddns uoneonpy 
6S6'b 8bL‘b £67 S96'E bL3‘€ 698°€ 916°E 9SL‘E pSp'€e 197 ue]d 90UR\sSIssy BEpeueD 
8Ebr's 6b6'b vIL's ZI8‘S b86'S O1e’9 00r‘9 6rE'9 SPs's EL8‘b SIdIAIAS 91BO [BOIPau pue-soURINSU] 
861‘L 76L‘9 1@p‘L €LO‘L C6E°9 610°9 16's €£00‘9 8L79 bors sjuguiaduesie [Bost] 


LOZ‘ 1Z 97661 €SS‘IZ 09607 SLO‘07 97L‘61 6S7‘07 ££6‘61 9£06I LOB‘ST | JWoUIUIaAOH Jo sada] JayIO 0} sjuaUIAEd JaysueIy, 


991°I €st‘l €7e'l 68E'1 8Le‘l Oe‘! rae ECEL 9ET‘I 9b‘ I Jao 
C677 brT7 SLUT 897% 6£E°T OtPr*z 10S*@ Str‘? €pp‘c 867° saouemoye Aue, 
LEL‘ PI 0c0*ZI 6720‘! 66S ‘6 895°6 $L6°6 9€0'0I 780‘0I SL7‘OI 961'9 . S}lJauaq souesnsul jusuTAo|dwiaus) 
bS6'bl €SO'rl bS8‘Cl [facl 760°€1 Ips‘Zl S7S‘ZI CSPI 1€6‘01 LOL‘6 siyouaq Aylinoas ade pio 


OSI‘€E 78‘ 67 T8P°LZ LEr‘9z 8LE‘9T L9S‘9Z L8S‘9Z L87‘SZ 988 ‘rz 96961 suosiad 0) yuaued sJajsuesy 


e861 | 786I (yoseW 1 ¢ Jurpua swat Jeosy ay) 104) 9B6I JO 
jULISUOD sIE]JOP JO sUOTT|IW UI SAYN LIGNAdXA 


T Wav 


‘yuouelpieg Jo Areiqry] ‘youesg yoseasay pue 76-166] ‘SJUNODDY oI]qng :301n0g 


IWLOL 


sadseyo iqap oijqng 


salouese pue syuounsedap Jojo [[V 
gouajog [euOTeN 


soinjipusdxa jeyides puv Junesedo 
sainjipuadxa suonelodios uMOID 


sjuowAed Jajsued Jao 


190 
yioddns uoneonpy 


ued 0UR\sISsy BpeuRD 
SIOIAIAS B1VO [BOIPIU pu soUBINSUT 
sjusuIaduelIe [Bost] 


JUSWUIBAOD JO S[aaaz] JayjO 0} syuaUIAed Jaysues] 


110 


ssouRmoy]ye Ape] 
s}lyauaq souesnsul juewAo;dweaur 
syljaueaq AjlIndes adv pio 


suosiad 0) sjuswAed Jo Jajsuesy 


(yoIeJ] | ¢€ Sulpua Je9k 
[Bos ay) J0}) adeyuaosed ul SFYN LIGNAdXA 
-I1Vda NI JONVHO ‘IVOANNV 


@ ATV 


‘yuaurerfieg Jo Asesqry] ‘youesg yoieasay pue 76-166] ‘sUNODDY 1IqQNg :3991N0S 


sainjipusdxa [e}0], 
sadieyo yqap o11qng 


satouase pue sjuausedap Jamo []V 
aouajaq jeuoneEN 


sainjipuedxe yeyides pue SunesadoO 
sainjipuedxa suonesodios UMOID 


sjuauiAed Jajsurs) Jao 


Vt 


JIEMIO 

ywoddns uoneonpq 

ux] 90UR)SIssy BpeuRD 

SIDIAIOS JIB [BOIPSUT pu VoUBINSU] 
SJUDUIDTUBIIE [BOSL] 


JUSUIUIJIAOD JO S[dAa] JayjJO 0} syuauIAed Jajsuel] 


1210 

saoueMoy]e Awe] 

sjljaueq aouvinsul jusuAo[durausy) 
syljouaq Ajlinoas 33% PIC 


suosiad 0) yuawiAed Jajsuely, 


; 19 6p 
9861 P86l £86 C86! (your Le Sulpua seat [vost ay JJ) 
ddd Jo sadejusosad se syuauodwos ainjipuedxq 


€ AITAVL 


‘yuoureIpJeg Jo Aresqry] ‘youesg yoivasay pue 76-166] ‘SJUNOD.Y S1qQNg :991N0S 


sodseyo ydap o1qnd 


solouade pue sjuouljJedap 1ey)0 [VW 
aouajaq jeuoneN 


sainyipuedxea yeyideo pue Buneiado 


soinjipuedxa suonesodios UMOID 


sjuoutked Jajsued JayIO 


1210 

yioddns uoyeonpq 

ue] q 9UR)SISSY- BpeuRd 

SIDIAJOS 91JB9 [BOIPIW PUP VOURINSU] 
sUaWaduRIIe [BOSl] 


JUSUIUIJOAOD JO Saag] Joyo 0) sjuauIAed JajsueL] 


IMO 

soouemoyye Ape 

sjljousq aoueInsul jUsUTAO|duIaUp-) 
s}yousq AjliIndeas a3e PIO 


suosiad 0) syuoutAed Jajsuely, 


(yoreJA] | ¢ Bulpua Iva Jeosly ayy JOJ) 
Sainpusdxe [21Q) Jo sadejuaoied se soinjipuedxgq 


% ATAVL 


LIBRARY OF PARLIAMENT 
BIBLIOTHEQUE DU PARLEMENT 


6 


It is immediately apparent that the 1982 recession affected expenditure levels 
dramatically. Expenditures increased by 48% in real terms between 1982 and 1992. From 1982 
to 1984 alone, they climbed 18%. 

Transfer payments in general rose sharply in the early 1980s, then increased at 
a slower pace -- occasionally even declining in real terms. The ratio of transfer payments to 
GDP increased marginally over this ten-year period. The largest change was the rise in 
unemployment insurance payments, whose ratio to GDP rose from 1.5% in 1982 to 2.7% in 
1992. The recent recession also had a direct impact on transfer payments, most of whose 
components increased in 1991 and 1992. 

Expenditures of Crown corporations have experienced both upward and downward 
movements since 1982. However, they were reduced by 20% in real terms over ten years, with 
their share of GDP falling from 1.3% in 1982 to 0.8% in 1992. The main reason for this 
marked decrease in expenditures was the privatization of a number of Crown corporations. 

Expenditures for other government programs have not followed quite the same 
path as transfer payment expenditures. Annual changes reflect the desire of the Conservative 
government to reduce growth in program expenditures. Although these expenditures showed 
fairly substantial growth in 1988 and 1990, their ratio to GDP has been declining since 1982. 
Overall, National Defence expenditures have increased over the period, but at a declining rate, 
with even decreases taking place in some years. 

Public debt charges represent a growing proportion of total government 
expenditures, having practically doubled in ten years. In 1982, debt charges accounted for 
slightly less than 20% of total expenditures. In 1992, they accounted for 26%. There is only 
one positive feature in the pattern of debt charges: for the first time in 50 years, in 1991-1992 
they showed a decline from one year to the next. 

A brief look at the figures shows that considerable financial complexity is 
involved: expenditures are incurred by dozens of departments and agencies carrying out 
thousands of programs. Review of these expenditures and consequently of the programs 
themselves cannot be carried out in detail each year. The only annual scrutiny by Parliament 


is approval of the votes allocated to each department. In the section that follows, we shall see 
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7 
who is involved in the process of reviewing federal government expenditures and the roles they 


play. 


B. Consideration of Expenditures 


The annual tabling of the Main Estimates by the President of the Treasury Board 
marks the initial step in the consideration of government expenditures.‘ The Estimates consist 
of three parts: Part I contains the principal components of the Main Estimates; Part II includes 
the financial requirements of each department and agency; and the Part IIIs (more than 80) 
supply more detailed information on the items in Part II, providing descriptions of program 
objectives, principal achievements and future plans for each department and agency. 

Parliament must approve the Main Estimates for each fiscal year (1 April to 31 
March of the following year). First, Part IIIs are sent to various committees of the House of 
Commons for in-depth consideration. The object of this exercise is to ensure that the financial 
resources requested are justified. Ministers and senior officials appear before the members of 
the committee to defend their budgets. 

Appendix 1 shows the number of meetings on Main Estimates held over the past 
five fiscal years. The total number of meetings has varied greatly over this period. Committees 
met as follows: 134 times on the 1989-90 Main Estimates; 92 times on the 1990-91 Main 
Estimates; 33 times on the 1991-92 Main Estimates; 64 times on the 1992-93 Main Estimates; 
and 45 times on the 1992-93 Main Estimates. 

| Although most committees hold at least one meeting to consider Part III 
Estimates, this exercise seems far from popular. In addition, no major change -- such as, for 
example, a budget cut -- has ever been made following consideration of a Part III. Votes are 
always approved in the end, if only because the members of the government in power make up 
the majority of the committee. Committees have until 31 May to report to the House on 
Part IIIs. On that date, any items that have not been reviewed in committee or reported to the 


House are considered to have been approved. 


(63) For further information on the financial cycle, see "Management of Public Finances in Canada", 
BP-297E, Library of Parliament. 
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This way of proceeding does not provoke any interest because Members are under 
the impression that, whether or not they pay attention to the resources requested, the votes will 
be approved. Members (particularly those in the Opposition) therefore take advantage of the rare 
appearance of the Minister before the committee to ask questions on all manner of topics other 
than financial ones. 

Some may assert that, although it is far from perfect, this manner of proceeding 
provides an opportunity for public consideration of the Main Estimates and promotes 
transparency of the budget process. In fact, only on rare occasions do public servants appear 
before elected officials to justify their activities. However, the lack of enthusiasm for these 
sessions implies that. Members may not be convinced of their relevance, at least in their present 
form. 

Accordingly, proposals have been made either to modify the process or to adopt 
other methods for consideration of government expenditures by Members of Parliament. Auditor 
General Desautels proposed the creation of a Committee of leading members for non-partisan 
consideration of public finance matters.” Rather than concentrating on a single fiscal year, 
this Committee would address the issues from a long-term perspective. Other have proposed 
the creation of a super-committee to scrutinize government expenditures, on which taxpayers 
would also sit. 

The work of the Member of Parliament in reviewing expenditures does not end 
with the adoption in committee of the Part IIIs; however, with the exception of Members’ 
participation in debates, interventions are frequently ex post -- that is, they take place after the 
expenditures have been made. 

The Auditor General’s Annual Report is one of the instruments used by Members 
of Parliament to review the programs of various departments and agencies. The Auditor General 
(AG) checks to ensure that expenditures have been made wisely and in accordance with the will 
of Parliament. However, because there is only one report per year, months can pass before 


Members become aware of the AG’s conclusions. There has been a proposal to have the reports 


(2) Speech to the Chamber of Commerce and Industry of Metropolitan Québec, 19 January 1993. 
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published as soon as they are prepared, or as deemed appropriate, in order to permit quicker 
reaction to the AG’s observations. 

Particularly in recent years, the direct:activities of Members (especially Opposition 
Members) with respect to consideration of expenditures have focused on expenditure control. 
The government is being asked to act to reduce expenditures without precipitating another 
recession. In the section that follows, we shall look at actions taken by the government to 


control expenditures in recent years. 


C. Control of Government Expenditures 


Although it is true that it is not helpful to consider expenditure levels .without 
comparing them to revenues, expenditure levels can indicate the choices that must be made when 
the government decides to make cuts. The government’s determination to restrain expenditures 
is not new; however, there is public pressure to change the way in which this is done. 

First, the public hears various claims that the government could find less drastic 
ways of reducing expenditures; indeed, everyone has his or her own proposal. Next, people are 
uncertain whether the government is taking all possible measures to ensure that funds are well 
spent. Early this year, a Gallup” poll found that Canadians asked what percentage of their taxes 
they believed was wasted by the federal government gave the answer 47 cents in every dollar! 
In this context, it is important to understand what the government is doing to control and reduce 


expenditures. 
1. Expenditure Control Act 


More than a year ago (18 June 1992), the Expenditure Control Act received Royal 
Assent. The purpose of this Act was to impose, in accordance with established criteria, program 
expenditure ceilings for the 1991-1992 to 1995-1996 period. Subject to certain exceptions, these 
ceilings cannot be exceeded by the Minister of Finance when presenting the budget. 

Not all government expenditures are subject to the Act. The principal self- 


financing programs (Unemployment Insurance, Farm Commodities Stabilization, Gross Revenues 


(3) ‘Ibid. 
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Insurance Plan and Crop Re-insurance Fund) and debt charges are exempt from the expenditure 
control ceilings. The Act also permits excess expenditures if there is a compensatory decrease 
over the two following fiscal years. This provision is valid even for the final year of the 
program. 

Expenditures subject to the Act account for 62.5% of total estimated expenditures, 
and represent expenditures deemed to be controllable (compared to Unemployment Insurance 
expenditures, which vary with the state of the economy). Up to now, the ceilings have been 
respected. Once changes in the structure of certain expenditures have been implemented 
(restructuring of expenditures for Child Benefits and full funding of pensions), the government 
plans to revise expenditure ceilings downward, beginning in fiscal year 1992-1993, and to extend 
the ceilings to 1997-98. 

There are those who feel that the Expenditure Control Act does not attack the 
deficit directly enough, and who propose that the government adopt legislation prohibiting deficit 
financing. The 1991 Auditor General’s Annual Report proposed a report card in which deficit 
and debt results would be compared to budget forecasts, and any large differences would be 
explained in plain language. The parameters (unemployment, inflation and interest rates) 


underlying these forecasts would also be compared. 
2. Specific Expenditure Control Measures 


A number of factors influence government expenditures. First, the state of the 
economy plays a part. In a recession, the increase in numbers of the unemployed and welfare 
recipients directly affects expenditures. Second, population growth also has an impact. 
Generally speaking, the services required to serve the population increase in direct proportion 
to that growth. Third, program structure has an impact on expenditures. A very generous 
program will naturally cost the government more money. 

The increasing share of expenditures for transfer payments to invididuals and to 
the Canada Assistance Plan since the beginning of the 1989-1990 recession has led to a number 


of problems. If the government did not want to finance these additional expenditures through 


(4) 1991 Auditor General’s Report, Chapter 1. 
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tax increases, and yet wanted to keep the deficit to reasonable levels, other types of expenditures 
had to be cut or the structure of the components of transfer payments had to be reviewed. 

An Expenditure Control Plan was announced in the 1990 budget. Subsequent 
budgets have also resulted in substantial expenditure reductions. The most important of these 


were: © 
1990 


e¢ Growth in Canada Assistance Plan payments to Ontario, British Columbia and Alberta 
limited to 5% (dubbed cap on CAP) over the following two years. This freeze was then 


extended for a third year. 
¢ Two-year freeze on transfers under Established Programs Financing on a per capita basis. 
e Decrease in spending on social housing. 


¢ Implementation of the clawback provision by which high income earners must repay part or 


all of their Family Allowance or Old Age Security benefits as applicable. 
1991 
e Wage aoretit program for the Public Service of Canada. 
e Expenditure Control Act 
1992 


¢ 10% reduction in most grants and subsidies in each of the next two years. 


(5) This section of the paper is based on Current Issue Review "Federal Spending: Changing Trends," 
87-2E, Research Branch, Library of Parliament. 
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e Further two-year wage freeze for federal public servants and Members of Parliament. 


e Elimination or merging of a number of government agencies. 


e Reduction of the Unemployment Insurance benefit rate from 60% to 57% of insurable 


earnings. 
¢ No UI benefits for workers who quit their jobs without just cause. 


1993 


e Extension of reductions to regional development programs and non-renewal of some federal- 


provincial development agreements. 
e Freeze on CMHC funding for social housing. 
e Decrease of $300 million in operating budgets over the next two years. 


This list illustrates the extent to which all expenditure categories have been 
affected. Although the measures have led to a slowing of expenditure growth, expenditures 
nevertheless rose in real terms from $122.4 billion in 1989-1990 to $127.4 billion in 1991-1992. 

The impact of a number of expenditure reduction measures announced in recent 
budgets will be felt fully only in the coming years. If they are combined with an economic 


recovery, they will certainly have a major impact on government expenditures. 


3. Foreign Experience® 


Government expenditure control is not unique to Canada. A number of countries 


have made similar cuts in recent years. Appendix 2 shows the most recent measures taken in 


(6) Data in this section were taken from "Quebec’s Public Finances: Living Within Our Means," 
Ministére des Finances, January 1993. 
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certain OECD countries. Even the most socialist countries have made reductions in their social 
programs. Most of these counties have acted to reduce the size of their public service. All 
have made cuts to at least one of their social programs. New Zealand has. even abolished 
universality in its health and social programs. Cuts in the defence sector have been made in half 
of the countries. i 

The nature of expenditure reductions depends in large part on the reaction of the 
public. The government’s hands may be tied in the sense that it is unable to touch programs that 
are highly regarded by the people. For example, Canadians are very attached to the concept of 
universal health programs. It seems unlikely that a government would have the courage to 


abolish universality, despite the fact that considerable savings might thereby be achieved. 
CONCLUSION 


The Canadian public is aware of the constraints facing the government in the 
domain of public finance. Yet the public also wants the government to end unemployment and 
the recession. In a Decima Research poll conducted in November 1992,” 57% of respondents 
stated that it is more important to invest in human resources even if this increases the deficit, 
while 41% felt that the government should reduce the deficit even if there is a resulting 
reduction in services. 

The public therefore expects the government to do its homework. To succeed in 
carrying out its expenditure reduction plan, the government must explain the impact of its actions 
to the public. Above all, the government must demonstrate that public taxes are used wisely and 
well. 

Public involvement in the expenditure review process could be beneficial for the 
government. The deficit is the problem not only of the government in power, but of the 
population as a whole. Greater transparency in government accounts is the first step toward an 


understanding of the choices we face, and achieving such transparency would make the 


(7) Maclean’s, January 1993. 
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government more responsible for its actions. Members of Parliament would also benefit, 
because they could explain the situation better to their constituents. 

In the poll referred to above, when respondents were asked their views how best 
to take a decision affecting the direction of the country, three-quarters said they favoured being 
consulted via an opinion poll, a referendum or a 1-800'number. Only 12% said they would 
prefer a vote in Parliament. Whatever method is chosen in the future, it is clear that the people 
want to be consulted. At a time when government institutions are becoming increasingly 
unpopular, the government must show that it is not the only one responsible for steering the ship 


of state. The public will then become more aware of what it can do to help keep the ship afloat. 
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